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AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE EASTERN CAPE PROVINCIAL 
LEGISLATURE AND THE COUNCIL ON INGQUZA HILL LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 


Introduction 

1. I have audited the accompanying financial statements, which comprise the statement of 
financial position as at 30 June 2010, and the statement of financial performance, statement of 
changes in net assets and cash flow statement for the year then ended, and a summary of 
significant accounting policies and other explanatory information as set out on pages ... to ... 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer Is responsible for the preparation and fair presentation of these 
financial statements in accordance with Generally Recognised Accounting Practice (GRAP) 
financial reporting framework and in the manner required by the Local Government: Municipal 
Finance Management Act, 2003 (Act. No.56 of 2003) (MFMA), This responsibility includes: 
designing, implementing and maintaining internal control relevant to the preparation and fair 
presentation of financial statements that are free from material misstatement, whether due to 
fraud or error; selecting and applying appropriate accounting policies: and making accounting 
estimates that are reasonable in the circumstances. 

Auditor-General’s responsibility 

3. As required by section 1 88 of the Constitution of South Africa, 1 996 (Act No. 1 08 of 1 996) and 
section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) my 
responsibility is to express an opinion on these financial statements based on my audit. 

4. I conducted my audit in accordance with International Standards on Auditing and General 
Notice 1570 of 2009 issued in Government Gazette 32758 of 27 November 2009. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from material 
misstatement, 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internai control relevant to the entity's preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as well 
as evaluating the overall presentation of the financial statements. 

6. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis 
for my audit opinion, 



Basis for qualified opinion 

Accumulated surplus 

7. In terms of GRAP 3: Accounting Policies. Changes in Accounting Estimates and Errors, 
paragraph 42, ail material prior period errors shall be corrected retrospectively by restating 
comparative amounts for prior period errors and if an error occurred before the earliest prior 
period presented, by restating the earliest prior period presented. The requirements of this 
standard has not been correctly adhered to since the restated opening accumulated surplus 
per the Statement of Changes in Net Assets for 2010 does not agree to the restated closing 
accumulated surplus by an amount of R 1.2 million. The municipality could also not provide 
sufficient audit evidence to support an amount of R 3. 4 million that was included as current 
year adjustments to the opening accumulated surplus. 

8. The disclosure requirements as required per GRAP 3: Accounting Policies, Changes in 
Accounting Estimates and Errors, paragraph 49, requires the nature or prior errors as well as 
the correction per financial statement line item to be disclosed, The Prior period error, Note 25 
to the financial statements, amounting to R 4,2 million does not comply with the requirements 
of GRAP 3. 

Bank and Cash 

9. In terms of section 62 (1) (b) of the MFMA, the accounting officer should ensure that full and 
proper records of the financial affairs of the entity are kept. However adequate controls were 
not exercised over the bank reconciliations. This resulted in an invalid reconciling item of 
R1,5 million being reflected on the year end bank reconciliation. This relates to three 
R 500 000 transactions which were incorrectly recorded as credits to the Statement of 
Financial Performance. Had this amount not been incorrectly recorded, Bank Balances and 
Cash as disclosed on the Statement of Financial Position would reduced by R 1,5 million and 
Other Income on the Statement of Financial Performance would be decreased by R 1,5 
million. 

10. In my previous report on the financial statements for the year ended 30 June 2009 my opinion 
was modified due to the bank reconciliation not having been properly prepared. The 
corresponding figure of R 8,2 million for bank and cash was not corrected. As a result, the 
prior year revenue, expenditure, and cash and bank figures are still misstated. Consequently, 
my opinion is again modified due to the comparability of the corresponding figures. 

Financial instruments 

11. The municipality did not to comply with the provisions of the international Accounting 
Standards (IAS) 32 and 39 in respect of the disclosure, recognition and measurement of 
financial instruments. Due to a lack of documentation it was not possible to assess the impact 
of this non-disclosure on the financial statements. Furthermore, the municipality did not 
disclose any items required by the International Financial Reporting Standard (IFRS) 7, either 
in the statement of financial position or in the notes to the annual financial statements. 

Qualified opinion paragraph 

12. In my opinion, except for the effects of the matter(s) described in the Basis for qualified 
opinion paragraphs, the financial statements present fairly, in all material respects, the 
financial position of the Ingquza Hill Local Municipality as at 30 June 2010 and its financial 
performance and its cash flows for the year then ended, in accordance with the South African 
Standards of Generally Recognised Accounting Practice and In the manner required by the 
Municipal Finance Management Act of South Africa. 



Emphasis of matters 

13. I draw attention to the matters below. My opinion is not modified in respect of these matters: 

Basis of accounting amendments to the applicable basis of accounting 

14. The financial statements were prepared using the initial adoption of Generally Recognised 
Accounting Practice (GRAP) basis of accounting. The municipality applied Directives 4 
(Transitional Provisions for medium and low capacity municipalities) and 5 (Determining the 
GRAP reporting framework), issued by the Accounting Standards Board in March 2009. 

15. GRAP 1 requires an entity to provide an analysis of its expenditure for the year using a 
classification based on either the nature of the expenses or their function within the entity, 
whichever method provides the more reliable and relevant information. The annual financial 
statements reflect General Expenses amounting to R 14,7 million for which no such analysis 
has been made. 

16. In terms of GRAP 16: Investment Property, paragraph 18, an entity shall separately recognise 
investment property when it meets the recognition criteria. During the audit, property valued at 
R nil was identified which have not been recognised as investment property. Furthermore in 
terms of the requirements of Directive 4, the municipality should state that they have applied 
the transitional provisions per Directive 4 as well as the effect steps taken towards complying 
with GRAP 16: Investment Property. These disclosures have not been made and therefore 
the municipality has not complied with the recognition and disclosure requirements of GRAP 
16: Investment Property. 

17. Computer software amounting to R 817 122 that satisfies the definition criteria for intangible 
assets has been incorrectly included as property, plant and equipment. GRAP 102 sets out the 
requirements for measurement and recognition of intangible assets. The effect of this error 
results in the overstatement of property, plant and equipment by this amount. 

Going concern assessment 

18. While the Ingquza Hill Local Municipality continues to operate, there are a number of 
indicators that its financial sustainability is under threat. The average debtor’s payment period 
is in excess of 360 days and an impairment loss of R 1 1 , 3 million in respect of doubtful debts 
was necessary for the current year, compared to R 5. 9 million for the previous year. Statutory 
deductions from salaries and wages amounting to R 6. 2 million were not paid to the South 
African Revenue Service. Only two municipal council meetings were convened during the 
year. This has been disclosed in Note 23 of the annual financial statements. 

Fruitless and wasteful / irregular expenditure 

19. Fruitless and Wasteful expenditure amounting to R793 678 with regards to penalties and 
interest incurred on (ate payments of PAYE. DIF and SDL have been disclosed in Note 19 in 
the financial statements. 

20. Fruitless and Wasteful expenditure amounting to R22 599 with regards to refreshments bought 
for Council meetings that were never held has been disclosed in Note 19 in the financial 
statements. 



21. Fruitless and Wasteful expenditure amounting to R72 048 with regards to costs incurred on 
the payment for the continued data usage on a 3G card for the former municipal manager after 
the termination of his employment contract has been disclosed in Note 19 in the financial 
statements. 

22. Irregular expenditure incurred due to the payment of Councillor Salaries in excess of the 
maximum limits as set by the Government Gazette Notice 1225 of 21 December 2009 
amounting to R24 632 has not been disclosed per the financial statements. 

Subsequent events 

23. Subsequent to financial year end, reports emanating from the Eastern Cape Provincial 
Government Indicate that the municipal council could be dissolved in terms of Section 34 of 
the Municipal Structures Act. This could have a severely negative impact on the municipality’s 
ability to continue operating as a going concern. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

24. As required by the PAA and in terms of General Notice 1570 of 2009 issued in Government 
Gazette 32758 of 27 November 2009, I include below my findings on the report on 
predetermined objectives, compliance with the following key laws and regulations - Section 
23, 34, 35, 41 , 43 and 46 of the Municipal Systems Act of South Africa, No 32 of 2000 (MSA), 
Municipal Planning and Performance Management Regulations, 2001, and financial 
management (internal control). 

Predetermined objectives 

25. Material findings on the report on predetermined objectives, as set out on pages [x] to [x], are 
reported below: 

Non-compliance with regulatory and reporting requirements 

Municipal Systems Act of South Africa, No.32 of 2000 (MSA) 

26. The municipality does not make use of the general key performance indicators as prescribed 
in terms of section 43 of the MSA. 

27. The municipality did not included the performance of external service providers, comparisons 
of targets set for performance in the previous financial year for both the municipality and each 
service provider nor the measures taken to improve performance as required in terms of 
Section 46(1) of the MSA. 

28. In contravention of Section 26(1)(h) of the MSA and regulation 2(3) of the Local Government 
Municipal Planning and Performance Management Regulation, 2001 which states that an 
integrated development plan must reflect a financial plan and a budget projection for the next 
three years, the following deviations have been identified: 

29. No budget projection has been included in the IDP for 2009/2010. 

30. No specific section In the IDP has been dedicated to indicating financial resources for capital 
project developments and operational expenditure. 

31. For the identified development strategies, objectives and projects listed in chapter 3, no 
budget allocations have been disclosed. These are the key objectives that will be used to 
assess the type and quantity of audit work to be carried out on the reported performance 
information. 



32. The budgets for various projects listed in the Integrated development plan is haphazardly 
tabled, significantly incomplete and often provides little to no relevance in respect of the year 
under review. 

33. The municipality did not properly review and update its Integrated Development Plan as 
required by Section 34 of the MSA. 

Usefulness of Information 

34. The following criteria were used to assess the usefulness of the planned and reported 
performance; 

• Consistency: Has the municipality reported on its performance with regard to its objectives, 
indicators and targets in its approved integrated development plan, i.e. are the objectives, 
indicators and targets consistent between planning and reporting documents? 

• Relevance: Is there a clear and logical link between the objectives, outcomes, outputs, 
indicators and performance targets? 

• Measurability: Are objectives made measurable by means of indicators and targets? Are 
indicators well defined and verifiable, and are targets specific, measurable, and time 
bound? 

The following audit findings relate to the above criteria: 

Planned and reported performance targets notspecific/measurable/time bound 

35. The target with regards to all the objectives were not: 

• specific in clearly identifying the nature and the required level of performance: 

• measurable in identifying the required performance; 

• time bound in specifying the time period or deadline for delivery. 

Reported Information not consistent with planned objectives, Indicators and targets 

36. The Ingquza Hill Local Municipality has not reported throughout on its performance against 
predetermined objectives which is consistent with the approved integrated development plan. 

Reliability of information 

37. The following criteria were used to assess the reliability of the planned and reported 
performance: 

• Validity: Has the actual reported performance occurred and does it pertain to the entity i.e. 
can the reported performance information be traced back to the source data or 
documentation? 

• Accuracy: Amounts, numbers and other data relating to reported actual performance has 
been recorded and reported appropriately. 

• Completeness: All actual results and events that should have been recorded have been 
included in the reported performance information. 

The following audit findings relate to the above criteria: 



Lack of appropriate information systems generating performance information 

38. Sufficient appropriate audit evidence with regard to the reported performance information of 
the objectives could not be obtained, as the information system used for generating 
performance information was not appropriate to facilitate the preparation of accurate and 
complete actual performance information. 

Source Information not accurate and complete 

39. The source information or evidence provided to support the reported performance information 
with regard to the objectives did not adequately support the accuracy and completeness of the 
facts. 


COMPLIANCE WITH LAWS AND REGULATIONS 

Use of more than one Primary Bank account 

40. Per section 8 (1) of the MFMA a municipality must have a primary bank account and if it has 
more than one bank account, a primary bank account must be designated. Section 8 (2) (a) of 
the MFMA requires all allocations to a municipality must be paid into its primary bank account, 
Furthermore section 8 (4) of the MFMA states that no organ of state in the national, provincial 
or local sphere of government may transfer an allocation of money referred to in subsection 
(2) to a municipality except through the municipality’s primary bank account. Contrary to the 
requirements of these sections the municipality has been receiving allocations in more than 
one bank account and has been using more than one bank account for its operations. 

Bank reconciliations not done effectively 

41. The municipality has performed only a combined bank reconciliation of its two operating bank 
accounts on a monthly basis. At year end, separate bank reconciliations were prepared for 
these bank accounts, however none of these bank reconciliations balances. This is in 
contravention of Section 62(c) of the MFMA which requires the accounting officer to establish 
effective, efficient and transparent systems of financial and risk management. 

Accounting officer did not adhere to his statutory responsibilities 

42. The municipal manager has failed to report to council as soon as possible after 30 June a 
report indicating the amount of arrears which is believed to be uncollectible, together with 
reasons for this conclusion. This is in direct contravention of Section 100(a) of the MFMA 
which requires that the municipal manager must implement and enforce the municipality’s 
credit control and debt collection policy. Per Part 20 of the municipality’s Debt collection and 
Credit Control policy, it requires the municipal manager to present the report indicating the 
amount of debtors believed to be uncollectible as indicated above. 

43. Of the R 32,5 million of the debtors that are overdue by more than 360 days, the municipal 
manager has only collected R720 191 in arrear service fees through the municipality’s 
attorney’s and/or debt collection agents. This is in contravention of Section 100(a) of the 
MFMA which requires that the municipal manager must implement and enforce the 
municipality’s credit control and debt collection policy. 

Settlement of creditors within 30 days 

44. The municipality did not settle all monies due to creditors within 30 days of receiving the 
invoice, as required by section 65(2)(e) of the MFMA. 



Prior year annual report 

45. The municipality did not publicise the annual report for the year ended 30 June 2009 as is 
required by Section 127(5)(a) of the MFMA. 

Supply chain management 

46. Not all documents relating to construction tenders awarded signed by a delegated municipal 
official on behalf of the municipality, and not all tender documents contained all of the 
essential attachments and annexes, which is in contravention of Circular 25 of the MFMA and 
Section 4 of The Guide for Accounting Officers of Municipalities and Municipal Entities. 

47. Not all bidders, from whom the municipality requested written quotations for the supply of 
goods and services, were required to submit declarations of interests which is in contravention 
of the Supply Chain Management Regulations 

48. Contracts issued for consulting services do not always include a clause that the copyright in 
any document produced and the patent rights or ownership in any plant, machinery, process 
designed or devised, by a consultant, in the course of consultancy service, is vested in the 
municipality, which is in contravention of the Supply Chain Management Regulations, 


INTERNAL CONTROL 

49. I considered internal control relevant to my audit of the financial statements and the report on 
predetermined objectives as well as compliance with the MSA, MFMA and Treasury 
Regulations, but not for the purpose of expressing an opinion on the effectiveness of internal 
control. 

50. The matters reported below are limited to the significant deficiencies regarding the basis for 
qualified opinion paragraph, the findings on the report on predetermined objectives and the 
findings on compliance with laws and regulations. 

Leadership 

51 . No formal policies and procedures have been implemented which means that oversight will be 
more onerous to prove. Performance of the municipality has not been measured against 
predetermined objectives as set in the integrated development plan and staff is also not 
subjected to performance measurement, which does not set the correct tone at the top. The 
lack of effective processes and procedures to prevent and detect unauthorised, irregular and 
fruitless and wasteful expenditure affects the management's ability to effectively mitigate risk. 

Financial and performance management 

52. A performance management system has not been established by the municipality nor have 
policies been reviewed over a continuous basis ensuring the relevancy thereof. No controls 
are in place to ensure that creditors are settled within 30 days as required. There is also no 
evidence as yet as to the processes in place over maintenance of the newly established asset 
register; furthermore IT systems have not been established to ensure strategic alignment, 
which all point to a lack of adequate systems over these areas. Bank reconciliations are also 
not performed in an effective manner in which alt reconciling items are monitored for validity. 
Poor controls also exist over the use of consultants in the process. 

Governance 

53. The risk assessment process does not specifically address the risk of material misstatement 
and as such is not an effective risk management tool. Several deficiencies were noted with 
respect to the internal audit function. No evidence exists that staff have been made fully aware 
at all levels of the fraud prevention plan, nor are controls over fraud assessment reviewed 
during the year and as such fraud prevention is not functioning effectively. 



54. The Internal Audit function has not been fully effective in the discharge of their legislative 
requirements nor has it reviewed performance information, and therefore is assessed as not 
functioning effectively. The audit committee has only met twice as opposed to four times, 
which is a requirement of the MFMA. The Audit Committee Charter also excludes the 
functions of performance audit committee, performance management, performance evaluation 
and effective governance. 



East London 



30 November 2010 
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